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BRAZILIAN KEY HOONOMIC INDICATORS 


Exchange rate on March 30, 1981 US$1.00 = CR$76.15 


1979 1980 
1978 1979 1980p 1978 1979 


(PERCENT) 


National Accounts 
“GDP in current dollars (Billions)! 10.9 11.1 
GDP Growth in Constant Cruzeiros (%) 
Gross Fixed Capital Formation 
(Constant Cruzeiros) 5.4 10.1 
Per Capita GDP (Current $) 
Industrial Indicators 
Industrial Production Index ($) 
of which extractive (%) 
transformation (%) 
Automobiles (thousand) 
Raw Steel (million Mt) 
Industrial Electricity Consumption 
for Rio-Sao Paulo (billion Kwh) 
Cement (million Mt) 


Money & Prices 
Money Supply (MI,yearend Bil Cru) 
Inflation-IGP (%) Dec/Dec 
° INPC (%) Dec/Dec2 
Balance of Payments (US$Bil) 
Exports 
(primary products) 
(industrial products) 3 
US Share % 
Imports 
(oil/other fuels) 
(intermediate goods) 
(capital goods) 
(consumer goods) 
US share % 
Trade Balance 
Interest Payments (net) 
Other Service Payments 
Current Account Deficit 
Foreign Debt (gross) 
Foreign Reserves (gross) 
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P-Preliminary 
1/ Average exchange rates: 1978 CR$17.98 = US$1.00; 1979 CR$26.68 = 1.00; 
1980 CR$52.61 = US$1.00 
2/ INFC Consumer price index begun September 1979. 
3/ Industrialized products category includes semi-manufactured, manufactured products 
(including agriculture products) and re-exports. 





SUMMARY : 


The Brazilian economy grew at an 8 percent annual rate in 1980, 
suprising most economic observers who had expected growth to be closer to 
the 1979 rate of 6.4 percent. 1980 GDP was $237 billion (current 
dollars). Inflation also exceeded Government expectations with a year 
end rate of 110 percent compared to 77 percent in December 1979. 


Monetary policy was gradually tightened from spring 1980 onwards, 
with the rate of monetary expansion peaking in May-June. In November 
1980, the Brazilian Government moved to a tight demand management policy 
and further tightened monetary policy to combat inflation, shift 
resources from consumption to saving, and provide balance of payments 
benefits. Unchanged is the designation of agriculture, export promotion 
and energy programs as priority areas within economic planning. 


There are indications that a slowdown in industrial production, 
which appeared in the last two months of 1980, has intensified through 
the first quarter of 1981. Certain sectors, primarily the automobile 
industry, which has seen its domestic sales plummet, are reporting 
difficult operating conditions. Thus industrial production as measured 
by the industrial production index could drop off sharply from the 7.8 
percent growth of 1980 while GDP growth may decelerate to about 5 
percent. It is widely expected by Brazilian government and private 
economists that inflation will also begin to slow by the second half. 


Brazil's trade deficit remained at the $2.8 billion level in 1980, 
but gross foreign debt rose to more than $54 billion from just under $50 
billion. In value terms, exports rose an impressive 32 percent while 
imports rose 28 percent. Largely due to OPEC price increases, Brazil's 
1980 oil bill of $10.2 billion was 52 percent higher than in 1979 and 123 
percent higher than in 1978. Should oil prices remain stable and an 
economic slowdown plus GOB measures cut import demand, the trade balance 
deficit will probably decline significantly in 1981 from the 1980 level. 


Brazil's economic policymakers face a difficult task in narrowing 
the external payments gap and financing new investment, especially when 
the international economic situation is adverse, with a global slowdown 
in activity, and high oil prices and interest rates. Results thus far 
for the year are being labeled by the GOB as encouraging. 


EOONOMIC POLICY 


Substantial. .:anges in economic policy were initiated in November 
1980 with a view toward arresting the inflationary spiral, shifting 
domestic demand from consumption to savings, and improving the balance of 
payments position. As described below, pre-fixed monetary correction and 
pre-fixed exchange correction were dropped in favor of allowing monetary 
correction to keep pace with domestic inflation and making more frequent 





mini devaluations generally in line with the difference between domestic 
and foreign inflation rates. Controls on commercial interest rates were 
relaxed and later removed, resulting in a sharp increase in nominal 
interest rates on the market-allocated portion of credit flows. Price 
controls were also lifted on a large number of products. 


The 1981 monetary budget, which established targets of 50 percent 
for growth in the monetary base, the money supply, Bank of Brazil and 
most other bank credit, reinforces a policy of progressive tightening of 
monetary policy that began around mid-1980. From a peak of 85.1 percent 
in May, the 12 month rate of increase in the money supply (M1) gradually 
declined to 70.2 percent in December and 67.6 percent in February 1981. 
With the freeing of commercial interest rates, the progressive reduction 
in liquidity has been reflected in very high interest rates with working 
capital loans reportedly costing 130-160 percent in March. High domestic 
interest rates coupled with the exclusion of foreign sourced loans fran 
the credit ceilings has encouraged a strong inflow of foreign capital in 
the first two months of 1981. 


In allocating credit, priority will continue to be given to 
agriculture, exports and energy. To keep within the ceilings, rural 
credit eligibility criteria were tightened somewhat and interest rates 
increased marginally, although at 35-45 percent the new rates are still 
substantially negative in real terms. Credit allocations to export 


financing programs are being increased by approximately 135 percent in 
nominal terms at very favorable interest rates. With higher yields 
available to savers, increased inflows to thrift institutions are 
anticipated and the monetary budget includes measures to channel some of 
these flows into the priority sectors. In fact, an 8 percent rise in 
Savings was reported in the first quarter. 


The Brazilian Government is also taking steps to make the budgetary 
policy a more effective macroeconomic policy tool, including increasing 
the coordination among the budgets. The Treasury budget has been 
improved through the incorporation of several consumer subsidies that had 
been treated as off-budget items, provision for payment of overdue bills 
out of the 1981 budget and reduction of the extent of earmarked 
revenues. Total central government spending and revenues are forecast to 
grow 55 percent compared to 72 percent in 1980. With higher inflation 
both revenue and expenditures are likely to exceed these figures but on 
balance the Treasury budget is expected to be less expansive. 


State enterprises are also being subjected to greater central 
government discipline through SEST (Secretariat for the Control of State 
Enterprises) within the Planning Ministry. The budget for state 
enterprises, first introduced in 1980, has been broadened to include 382 
of the 560 state enterprises registered which account for more than 98 
percent of state enterprise spending. The budget sets ceilings on both 
current and capital expenditures as well as imposing controls on access 
to external credit. A 73 percent nominal increase over 1980 is the 





target set for overall expendtures with estimated inflation of 60 
percent. Should inflation exceed this target, it is expected that the 
limit on external financing will force firms to restrict their investment 
programs. 


INFLATION 


Inflation accelerated strongly in 1980. By December, the Vargas 
Foundation General Index of Prices (IGP) showed a 12 month increase of 
110 percent. It recorded further increases in early 1981 reaching 119.5 
percent in February. Of the three components of the IGP, wholesale 
prices have risen most rapidly with a 12 month increase in February of 
128.6 percent. Over the same period, the Rio construction cost component 
rose 123 percent and the Rio cost of living component increased 99.3 
percent. A tendency for consumer price inflation to lag behind the 
broader measure has been a consistent feature of recent price rises. 


Beginning in late 1979, the Government began using and publicizing 
its own price index, the National Index of Consumer Prices (INPC), which 
was created as the criterion for semi-annual wage increases. Unlike the 
IGP, the INPC only measures oonsumer prices. It is based on a wider 
sample of products and regions than the corresponding section of the IGP 
where the cost of living (with a 30 percent weight in the index) is based 
on Rio prices. The INPC showed yearend inflation of 95.3 percent and a 


97.8 percent rate for the 12 months ending in February. 


In November 1980, the Government announced that it would use the 
INPC to calculate monetary correction and other types of indexation. 
Because of the gap between inflation as measured by the IGP and the 
INPC,there has been some controversy about this decision. However, it is 
generally expected that the anti-inflation program will initially have 
impact more on wholesale than on consumer prices,so there is likely to be 
some convergence of the two indicators during 1981. 


The 1980 policy of prefixed monetary correction, dropped by the 
Government in November, had limited correction to 54 percent. The new 
policy is to keep monetary correction in line with the rate of inflation 
as measured by the INPC. As a result, there will be positive real rates 
of interest on the broad range of indexed assets and liabilities this 
year, in contrast to 1980 when the real yield on indexed instruments was 
substantially negative. The Government also dropped pre-fixed exchange 
depreciation which in 1980 limited depreciation to 45 percent, in favor 
of having depreciation of the cruzeiro approximately keep pace with the 
difference between domestic and foreign inflation rates. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 
Brazil ended 1980 with a trade deficit of $2.8 billion, the same as 


in 1979. A very strong 32 percent increase in exports was offset by a 27 
percent rise in imports. (The cost of oil imports alone jumped 50 





percent and accounted for two thirds of the increased value of imports.) 


The deficit on service account rose to $10.2 billion, an increase of 
$2.3 billion over the 1979 deficit and largely the result of 
substantially increased interest charges on the growing overseas debt. 
Overall, the current account deficit increased from $10.7 billion in 1979 
to $12.9 in 1980. 


Higher oil prices weighed heavily on Brazil's import bill in 1980 
with crude oil purchases increasing to $9.4 billion from $6.3 billion in 
1979. The 50 percent increase in oil expenditures was the result of a 72 
percent increase in prices and a 13 percent decline in import volume. 
Non-oil imports rose 12.7 percent. Most of the increase in non-oil 
imports was attributable to a 18.3 percent increase in primary materials. 


In volume primary material imports were up 9.9 percent, reflecting 
the strong expansion of domestic activity in 1980. Capital goods imports 
were down slightly in volume last year although their total cost 
increased because of a 16.4 percent rise in prices. Imports of consumer 
goods, a large portion of which oonsists of food or food products, 
declined 16.8 percent in value. 


Brazilian exports performed strongly in almost all sectors in 1980 
with total sales rising 32.1 percent. Industrial products, which account 
for slightly more than 50 percent of total exports, expanded by 30.3 
percent. Volume increases accounted for 18.5 percent of this gain with 
average prices rising 10 percent. 


Trade figures for January and February indicate that exports have 
continued to perform favorably in early 1981. For the first two months 
of the year, exports were 29 percent higher than in the same period last 
year. On the same comparison, imports rose only 4 percent. As a result 
the Jan.-Feb. trade deficit declined to $260 million vs. a year earlier 
deficit of $891 million. 


The Brazilian Government is projecting 1981 imports at $25 billion 
and exports of between 24 and 26 billion. To stay within the relatively 
low limit for imports the government hopes to reduce the number of 
barrels of oil imported by about 19 percent and to hold the increase in 
non-oil imports to 16 percent. Slower industrial growth and high 
domestic interest rates are also expected to limit imports of primary 
materials. The export projections imply gains of 20-30 percent in total 
foreign sales. 


Financing Brazil's large external deficit in 1980 required the use 
of $3 billion of the country's international reserves. During the early 
part of the year the monetary authorities followed a deliberate policy of 
delaying external borrowing in anticipation of better interest rates. 
Borrowing was pushed more aggressively in the second and third quarters, 
but by late summer market resistance to Brazilian offerings became 





increasingly evident as inflation continued to overshoot earlier 
optimistic official forecast and as domestic growth accelerated rather 
than slowed as many had expected. The stabilization policies introduced 
in late 1980 were motivated in large part by the difficulties encountered 
in financing the balance of payments. 


While the economy is only beginning to feel the effect of the 
stricter, more orthodox demand management policies, early indications are 
that the measures have had a salutary effect in the international capital 
markets. According to government spokesmen borrowing has been arranged 
in the first ten weeks of the year with less difficulty and in larger 
amounts than government analysts had expected at year-end 1980. 


NATIONAL ACCOUNTS 


Real growth in 1980 of Gross Domestic Product (GDP) exceeded early 
Government estimates of 6 percent and reached 8 percent as compared to 
6.4 percent in 1979. The table below shows real growth rates 
for key components of GDP. 

REAL GROWTH IN BRAZIL, 1979-1980 


PERCENT CHANGE 
1979/1978 1980/1979 
GDP 6.4 8.0 


Agriculture 


Industry! 
--Extractive 
—Transformation 
—Constr uction 
—Public Utilities 


Services 6 
—Cammer ce 6 
--Transport & Communications 0 


Sources: Getulio Vargas Foundation and IPEA 
1/ N.B. GDP definition of industry is broader than Industrial Production 
Index definition, which includes only extractive and transformation. 


Of total GDP, approximately 12 percent comes from agriculture, 38 percent 
from industry and 50 percent from services. This division understates 
the importance of agriculture in the economy because processing 
agricultural products is an important part of industrial activity. 


Real growth in Gross Fixed Capital Formation was 10.1 percent in 1980 
compared to 5.4 percent in 1979. Nevertheless, investment so defined was 
equivalent to 22.6 percent of Gross National Product compared to 22.1 
percent in 1979. In the period 1977-1980, this ratio has been stable, 





averaging 22.5 percent for the four years, indicating that variations in 
real investment growth are closely related to variations in economic 
growth. Imported machinery and equipment as a percentage of investment 
continued to decline, down to 6.1 percent in 1980 from 7.5 percent in 
1979. 


AGRICULTURE 
Review of 1980 


The agricultural sector grew at a 6.8 percent annual rate in 1980, 
compared with 3.2 percent in 1979. GOB priority programs to stimulate 
agricultural production succeeded in increasing sown area for most annual 
crops, which combined with generally favorable weather (unlike the 
situation in 1978 and 1979), resulted in the highest output in three 
years. Crops enjoying a particularly good year were corn, rice and 
soybeans — all achieving higher yields on expanded areas. Same crops, 
however, especially dry edible beans and wheat, were again hit by poor 
growing conditions. Substantial imports were required to meet domestic 
demand for these two crops as well as corn and rice, where damestic 
demand grew. Production of the major perennial tree crops, with the 
exception of coffee and cocoa, were up with orange production increasing 
nine percent, as generally good weather combined with the maturation of 
large numbers of recently planted and rehabilitated trees. The animal 


products sector also showed improvement, with beef, veal and pork output 
up 250,000 tons. Poultry and egg output rose 26 and 11 percent 
respectively. With the exception of poultry, however, yields remained 
low in Brazil's large livestock sector. 


Agricultural exports (raw, semi-processed and processed products) in 
1980 reached a record $9.4 billion or roughly 47 percent of total exports 
of $20.1 billion. Unprocessed agricultural exports were almost $7 
billion or 34 percent of the total. Brazil's four major agricultural 
exports, i.e. coffee, soybeans, sugar and cocoa, contributed $7 billion 
compared to $5.3 billion in 1979; in both years, this represented about 
35 percent of total exports. The impressive $1.7 billion increase for 
these commodities can be attributed to 1) the increased volume of coffee 
exports at relatively high and stable prices in the first half of 1980; 
2) expanded sugar exports in a strong price market; and 3) a higher 
volume of soybean complex exports. Export earning for these products 
(especially sugar and soybeans) more than offset a 26 percent decline in 
cocoa earnings caused by reduced exportable supplies and lower world 
prices. Other basic agricultural export items enjoying considerable 
export earnings growth in 1980 were orange juice, cotton fabric and yarn, 
canned meat, and poultry. 


The Figueiredo Administration continues to regard agriculture as the 
priority sector of the economy and will continue to allocate large sums 
in subsidized credits in its development. The goals for this sector in 
1981 include achieving self-sufficiency in basic foodstuffs (e.g. edible 





beans, rice and corn), generating additional foreign exchange earnings, 
and substituting an increased volume of renewable agricultural resources 
for petroleum. Realization of production goals for basic foodstuffs have 
been dampened by recent drought conditions in the North/Northeast. 
However, replanting of some crops in the region as well as good yields 
from the major producing areas of southern Brazil should in large part 
compensate for the losses. The 1981 production outlook for the major 
agricultural foreign exchange earners looks bright. Coffee, to be 
harvested in April/May, is estimated at 32.0 million 60 kilogram bags, up 
48 percent from the 1980 crop, which would be the largest since 1965/66. 
Soybeans, cocoa, and sugar as well as citrus juice and poultry meat 
should all be available for export in increased volumes. 


Aggregate agricultural exports should total about $11 billion, 
compared with the $9.4 billion estimated for 1980. Combined export 
earnings from the four major agricultural exports in 1981 are forecast at 
$8.2 billion, up 17 percent fram 1980 estimates, although there is always 
concern about the possible weakening of prices for these commodities. 
Especially strong performances from sugar and soybeans are expected to 
offset lower coffee and only marginally improved cocoa earnings. Strong 
export performances are also expected fram cotton, poultry, processed 
meat, castor oil, orange juice concentrate (due to the Florida freeze) 
among others. The prospect of another record year points to the 
considerable strength and diversity of Brazil's agricultural export 
sector. 


With respect to imports, Brazil appears committed to substantially 
reducing its 1980 food import bill of around $2 billion. However, wheat 
imports are likely again to cost close to $1 billion in 1981. 


INDUSTRY 


According to the industrial production index compiled by the IBGE, which 
unlike GDP figures on industry does not include construction and public 
utilities, industrial output grew 7.8 percent in1980 compared to 7.1 
percent in 1979 with mineral extraction (see separate section), consumer 
durables and intermediate goods all growing faster than the overall index. 


INDUSTRIAL PRODUCTION INDEX: ANNUAL REAL GROWTH 
Weight 1979/78 1980/79 
(percent of total) (percent change) 

Total 100.0 7.8 
— Mineral Extraction 2.84 2 
— Transformation 97.16 
By End Use 
— Capital goods 7.24 
— Intermediate Goods 47.63 
— Consumer Goods 42.29 

Durables (6.33) 

Nondur ables (35.96) 
Source: IBGE 





Specific industrial sectors which paced growth in 1980 were machinery (up 
15 percent), pharmaceuticals (up 13 percent), metallurgical (up 12 
percent), rubber (up 10 percent) and pulp and paper (up 10 percent). 
Relatively poor performances were turned in by non-durable consumer goods 
such as tobacco, beverages and clothing, transportation equipment (in 
which automobiles dominate), chemicals, and electric and communications 
equipment. 


Strong domestic demand was fueled by high levels of employment, by 
semi-annual wage adjustments tied to inflation under a law enacted in 
September 1979, negative real interest rates on some four fifths of 
domestic loans in 1980, and by the consuming public's perception (in 
retrospect justified) that inflation was accelerating. In sun, 
consumers' disposable income was rising and they used that and all 
available credit to maximize their purchases of a wide range Of goods as 
an inflationary hedge. Industry, too, was subject to inflationary 
pyschology and there apparently was considerable inventory building (of 
raw Materials, intermediate goods and finished products) by most sectors 
through most of 1980. Moreover, the expectation of sharp contraction in 
investment was not fulfilled, with gross capital formation rising faster 
than in 1979. 


Exports of manufactured goods rose, on an annual basis, 27 percent in 
volume and 36 percent in U. S. dollar value. Some of the more important 
sectors which did particularly well (in value terms) in 1980 were machine 
tools (up 85 percent), office machines (up 73 percent), paper and its 
by-products (up 68 percent), rolling stock and vehicles (up 38 percent), 
electrical motors/equipment and machinery (up 33 percent). 


By year-end 1980, however, there were same indications of problems, 
including slackened consumer demand. Of the 21 sectors in the IBGE 
transformation output index, all but two (clothing and beverages) 
recorded absolute declines in production in the fourth quarter of 1980. 
The Ministry of Labor has reported that industrial employment in the 
state of Sao Paulo (which accounts for 50 percent of industrial output in 
Brazil) declined 0.9 percent and 1.2 percent in December 1980 and January 
1981. (Unemployment figures are compiled for 12 urban areas but there 
are no statistics available on national average unemployment.) In early 
1981 retailers were reporting sharp declines in sales, especially of 
consumer durables. 


Trouble signs were also appearing in the important automobile 
industry during the first quarter of 1981. Automobile production 
(1,165,207, including 253,515 alcohol powered vehicles) rose 3.3 percent 
in 1980. Exports rose 48.7 percent in 1980 to take 13.5 percent of 
production. 





Since October 1980, when production hit 121,193 units, domestic 
demand has nosedived; first quarter domestic sales were only 162,033, 
down 40 percent from first quarter 1980. Production and employment 
levels in the industry have declined in response. 


The drop in demand for cars and other items is attributable to 
several factors. Since December 8 the Government has granted freedom 
from price controls to a large and growing number of manufacturers. Many 
companies have raised prices sharply; car prices have been raised three 
times in the first quarter of 1981. The GOB also has removed interest 
rate ceilings on consumer loans which, in conjunction with a restrictive 
policy on credit expansion, has led to a sharp run-up in interest rates, 
with the low end of consumer interest charges jumping from about 75 
percent in September 1980 to 150 percent in March 1981. 


Manufacturers of capital and intermediate goods began to report 
declines in demand at the end of March. They are also faced with the 
inventories built up in 1980 and increased interest charges to carry 
them, which by March were also 150 percent or higher. 


GOB spokesmen have been indicating that they expect 1981 industrial 
growth to be about 5 percent although Suma Economica, a private study 
group, has forecast industrial growth of 3.6 percent for the year. 
However, the Brazilian economy is a dynamic one and a fall in the 


inflation rate, a significant reduction in interest rates, an easing of 
tight credit policy and/or a speedup in investments by state enterprises 
could affect this outlook. 


MINERALS AND ENERGY SECTOR 
ENERGY 


Brazil's energy policy is based on its dependence on imported 
petroleum and therefore is characterized by three basic objectives: 
1) conservation and rationalization of petroleum use; 2) substitution of 
other energy sources — principally alcohol, steam coal and electric 
power -- for petroleum and derivatives; and 3) expansion of present 
sources and search for new energy sources. 


Petroleum: Brazil consumed on average 1.1 million barrels of oil per 
day, down three percent from 1979 with consumption declining through the 
year. Gasoline consumption declined 15 percent due to a combination of 
high prices (an average $3.11 per gallon for the year) and increased use 
of alcohol fuel. However, Brazil's transport system is highly dependent 
on diesel fuel, consumption of which rose about 8 percent. 


Brazil imports about 80 percent of its petroleum needs. In 1980 oil 
imports totaled $9.9 billion (43 percent of imports), which was slightly 
under half of Brazil's 1980 export earnings. The 1980 oil imports averaged 
929,000 barrels per day at an average cost of $29 FOB/barrel, compared to 





1,003,000 barrels at $17 in 1979. The 1980 oil import bill was less than 
expected because of the supply disruption caused by the Iran-Iraq War; 
Iraq supplied 40 percent of Brazil's oil imports in 1979. For 1981, the 
Government has announced a goal of limiting petroleum imports to 750,000 
barrels per day. Unofficially, imports in January and February, however, 
have averaged 820,000 barrels (at an average cost of $34) for an import 
bill of $1.7 billion. Same of the excess can be attributed to contracts 
in force when oil import policy was announced in January. 


Domestic production of petroleum averaged 187,000 barrels per day in 
1980, up 9.4 percent fram 171,000 barrels per day in 1979; by February 
1981, it had reached 210,000 barrels. Government targets for 1985 oil 
production are 350,000 barrels per day certain and another 150,000 
barrels per day based upon potential discoveries. Brazil's petroleum 
reserves are about 1.33 billion barrels, with identified offshore 
reserves totalling about 670 million barrels. Petrobras, the state oil 
monopoly, is planning to spend $4.5 billion on oil exploration and drill 
over 1,700 exploratory wells during 1981-1985. Of this total, about $3.5 
billion will be spent on offshore exploration. To date, 90 risk 
contracts have been granted in Brazil to foreign oil companies. It has 
only been since 1976 that Brazil has permitted foreign oil companies to 
explore for oil. 


Hydroelectric Program: Total electric power generation in 1979 amounted 


to 124,673 Gigawatt-hours (GWH), 92 percent of which derived from 
hydroelectric facilities. Estimated generation for 1980 was 138,000. 
Consumption in 1979 was 109,793 GWH and in 1980 was an estimated 120,720 
GWH. The installed capacity of power plants in operation is estimated at 
32,271 MW for 1980. The growth rate for electric energy consumption is 
expected to be around 13 percent per year through 1985. The joint 
Brazil-—Paraguay Itaipu project is scheduled by 1983 to begin delivery of 
2,800 MW of the 12,600 MW capacity project. When completed the project 
will be the world's largest hydroelectric plant. Also underway is a 
large 8,000 MW hydroelectric project at Tucurui, which is to supply 
electricity for Carajas, among other users. 


Nuclear Program: Brazil's first commercial nuclear reactor, Angra I, is 
scheduled to commence operations in September 1981. This reactor, a 625 
Megawatt (MW) pressurized water reactor built by Westinghouse, is located 
in the State of Rio de Janeiro. Work towards a 1987 scheduled completion 
date continues on Angra II, a 1,245 MW pressurized water reactor, the 
first of eight to be built under the German-Brazilian Nuclear Accord of 
1975. 


Brazilian uranium reserves are estimated at 121,000 metric tons of 
U308 known and indicated, and another 84,300 metric tons inferred. The 
Pocos de Caldas mine, in Minas Gerais, was to have begun mining uranium 
at a rate of 2,500 metric tons of ore per day, but actual operations are 
now not likely until late 1981 or early 1982. 
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Alcohol Poa: Brazil's alcohol program aims at an annual production 
capacity of 10.7 billion liters by 1985. Alcohol production from sugar 
cane is set by the Government through the IAA (Sugar and Alcohol 
Institute) to meet anticipated demand. 1980 alcohol production was 3.4 
billion liters, somewhat short of the 3.8 billion liters projected for 
the year in the energy plan, due to lower than anticipated demand 
(largely because 1980 production of alcohol powered vehicles fell below 
the 330,000 units also set in the plan). In 1981, it is expected that 
4.5 billion liters will be produced. As an incentive to consumption the 
Government has "guaranteed" that the pump price of alcohol (currently 
$1.65 per gallon) will not exceed 65 percent of the gasohol price. 
(Note: almost all gasoline sold in Brazil contains up to twenty percent 
alcohol.) 
Oil Shale; After operating a prototype at Sao Mateas do Sul, Parana, 
that 1s designed to produce 1,000 barrels of oil per day from 2,200 
metric tons of shale, Petrobras wants to begin operation on an industrial 
scale involving investments of over $1.2 billion. By 1986, it is hoped 
this complex will produce gas, 900 metric tons of sulfur, and the 
combustible gas generated will be used to fuel the plant. Brazil's oil 
shale reserves, the second largest in the world (in metric tons), 
include: 18,572,624 measured; 10,949,853 indicated; and 46,307,229 
inferred. 


MINERAL SECTOR 


The Brazilian mineral industry represents only a small (but growing) 
part of the country's economy. Although Brazil's mining sector produces 
only about 1.8 percent (petroleum excluded) of total GDP, its share of 
total exports is over 10 percent. If metals processing and fabrication 
are included the metal/mining GDP share rises to about 17 percent of 
total GDP. 


Iron ore is far and away the major mineral mined and exported fram 
Brazil. 1980 iron ore exports of $1.6 billion were equivalent to 8 
percent of Brazil's exports. The country ranks second in the world in 
iron ore reserves (when Carajas is fully assessed, Brazil will likely 
rank first) and iron ore mined; and is one of the top three iron ore 
exporters. Manganese is another important mineral export with Brazil the 
world"s fifth largest producer in the world; 1980 exports were $59 
million. 


Bauxite and gold are being exported and there is a potential for 
diamond exports. Brazil began to export bauxite in 1979 and has the 
world's second largest bauxite reserves. Gold production is escalating 
rapidly because of the Serra Pelada discovery in the Carajas region with 
the Central Bank acquiring most of it for reserves. Also, Brazil has the 
world's largest reserves of niobium, beryllium and electronic grade 
quartz crystals in the world. 





The major news in Brazil has been the November 1980 Government 
approval of a 10 year plan to develop the Carajas mineral resources (iron 
ore, bauxite, mangangese, copper, nickel, tin and gold) including smelter 
capacity and an agricultural development program. The project is 
expected to absorb $26 billion in investments and provide export receipts 
to Brazil of same $12 billion per year on completion. 


IMPLICATIONS FOR THE UNITED STATES 


IMPORT POLICY 


It is not anticipated that Brazil will relax its stringent import 
policies within the foreseeable future due to continuing balance of 
payments pressures. The September 24, 1980, Central Bank measure imposing 
payment restrictions on imports of capital equipment, consumer durables, 
and chemical and steel products remains in effect as of March 31, 1981. 
Foreign financing with terms ranging from 180 days to 8 years, depending 
on the item imported, are required for imports exceeding $100,000. 


A December 29 CACEX measure (80/35) required all firms to present an 
“imports program" for 1981, with values that should not, as a rule, 
exceed 1980 imports. In addition, the Government has set a ceiling of 
$3.6 billion on 1981 imports by the state enterprises. 


On December 31, the Central Bank raised the rate of the IOF ("Imposto 
sobre Operacoes Financeiras" or Tax on Financial Operations) on foreign 
exchange and other financial operation fram 15 to 25 percent. Largely in 
response to this, the Argentine Government put a 20 percent surtax on 
imports of Brazilian goods and, in subsequent negotiations leading to the 
removal of the surtax, the Brazilian Government agreed to a 20 percent IOF 
rate for imports fram other Latin American countries. 


Despite these restrictions, the Brazilian market offers opportunities 
for American exports, especially in high technology items that contribute 
to Brazil's export competitiveness. Other countries such as France and 
West Germany have concluded important trade packages, although it must be 
added that these included financing arrangements, often tied to the 
exports. 


The high priority given to energy by the Brazilian Government 
provides opportunities for the sale of U.S. equipment in energy 
development and conservation categories. U.S. products with a high 
potential in the Brazilian market include electronic production and test 
equipment plus related components, metalworking machinery, mining 
machinery, Oil and gas field equipment, laboratory and scientific 
instruments, printing equipment, food process and packaging machinery and 
communications equipment. Shows planned for the U.S. Trade Center in Sao 
Paulo in 1981 include Film and Video Equipment (May), Electronic 
Components and Related Industrial Equipment (May), Petroleum Exploration 
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Equipment (June), Forest and Wood Products Equipment (August) and 
Renewable Energy Products (September). 


Preliminary 1980 trade figures show U.S. exports to Brazil of $4 
billion, up same 27 percent from the $3.2 billion in 1979. This was 
slightly under the 27.8 percent growth rate of total Brazilian imports in 
1980. Accordingly, the U.S. share of imports declined only slightly to 
17.7 percent from 17.9 percent in 1979. 


INVESTMENT POLICY 


Cumulative U.S. investment at the end of 1980 was $5 billion (of 
which 3.3 in investments and 1.7 reinvestments) up 17 percent from $4.4 
billion (2.7 in investments and 1.7 in reinvestments), according to the 
Central Bank registry of foreign investments (which does not include 
loans and financings.) The U.S. share of total investments rose slightly 
from 27.4 percent to 28.6 percent. Others sources estimate the value of 
U.S. investment in Brazil at year end 1979 as $7.5 billion. 


Brazil has a generally liberal policy toward foreign investments, 
including wholly foreign owned, but has established special policies in 
sectors deemed to be of particular national interest. In the petroleum 
sector the dominant pattern is a tripartite one with Petrobras, the 
government-owned oil company, Brazilian private capital, and a 
multinational company each holding a one-third interest. 
Telecommunications is also sensitive, with the Government requiring key 
telephone switching equipment be supplied by Brazilian controlled 
companies, leading to same joint ventures with foreign minority 
participation. In data processing, the production and sale of 
minicomputors is limited to five Brazilian companies, although limited 
foreign participation is permitted in medium-sized computers. The 
Brazilian Government has been reluctant to allow foreign participation in 
the alcohol fuel program; it is likely that foreign investment in this 
field will be limited to producing alcohol fuel for export. 


With the exceptions of petrochemical, telecommunications and data 
processing, Brazilian legislation gives wholly foreign owned firms the 
same rights as Brazilian-owned firms. However, the Government clearly 
prefers joint ventures with the result that several multinational 
corporations, especially those dependent on sales to the Government or 
state enterprises, have recently taken on Brazilian partners. 


Since 1980, the Government has been considering changes in rules on 
the registration of foreign capital, particularly reinvestments, which 
would have implications for the foreign remittance of profits. The 
debate revived in March 1981 with the publication of three draft Central 
Bank resolutions which had been discussed last year. Government 
officials subsequently denied that any change in these rules is imminent. 
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